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PART 1: OVERVIEW 

BY THE SECRETARY OF DEFENCE 

The 2015/16 year included the publication of a new Defence White 

Paper and the first year of a new change programme for the Ministry. 

In June 2016, the Prime Minister and the Minister of Defence launched 

the Defence White Paper which sets out New Zealand’s defence 

policy, our capability intentions and funding parameters out to 2030. 

The Defence White Paper 2016 envisages significant new investment, 

of about $20 billion over 15 years, to fund the development of new and 

enhanced capabilities at sea, in the air, on land and in cyberspace. 

Over this period, New Zealand will replace major capabilities including 

the C-130 Hercules, the ANZAC frigates, and P3 Orion aircraft. 

This investment will ensure that New Zealand continues to have the 

defence capability it needs to protect New Zealand, support our 

partners in the South Pacific, and make a meaningful contribution to 

global security. 

Managing these projects will require more people and a strong 

capability management system to deliver them. This reflects both the 

size of the projects and the technical and systems complexity we 

expect to manage. 

To meet these requirements, the Ministry received $27.1 million in 

additional funding over four years in Budget 2015. This funding allows 

us to employ more people at the acquisition and capability 

development stages, and integrate systems between the Ministry and 

the Defence Force. 

We are implementing this programme jointly with the Defence Force 

and I expect the changes to be substantively in place by June 2017. 

The Ministry made good progress on this work in 2015/16. Many new 

roles are in place and work is well underway implementing the 

practices and systems that are needed. 

During the year, the Ministry continued to deliver across its 

responsibilities. We supported a demanding programme of defence 

engagements, building New Zealand’s international defence 

relationships. Regionally, our contribution included co-chairing (with 

Brunei Darussalam) the ASEAN Defence Ministers Meeting Plus 

(ADMM-Plus) Experts’ Working Group on Maritime Security, as well as 

accepting a co-chair role with the Philippines for the new Experts’ 

Working Group on Cyber Security. 

We also provided advice on deployments of New Zealand Defence 

Force personnel. This included a review of the building partner 

capacity mission in Iraq, which the Government subsequently 

extended through to 30 November 2018. 
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The Evaluation Division published a report on recruit training: 

Assessing the Quality of Recruit Training in the New Zealand Defence 

Force. The report addressed recruit training in all three armed 

services, which found the system generally does a good job but there 

are areas for improvement. The Defence Force has already made 

progress on most of the report’s recommendations. 

We delivered a significant capability programme. Capabilities delivered 

included: 

 11 new T6 Texan pilot training aircraft. On 2 February 2016 the first 

intake of trainee pilots commenced their training using these aircraft 

 194 Medium and Heavy Operational Vehicles delivered to units and 

tested as part of Exercise Southern Katipo last year 

 the delivery of all 10 SH-2G(I) Super Seasprites, including two 

spare airframes, and 

 completing a major upgrade of the systems aboard the frigate 

HMNZS Te Mana. 

The fifth and final C-130 Hercules is currently being upgraded at the 

Ministry’s Woodbourne facility. We expect to finish it before the end of 

the 2016 calendar year, reflecting that this aircraft has needed more 

work than the others.   

Towards the end of last year the Government also approved the 

purchase of new Individual Weapons from Lewis Machine and Tools in 

the United States. These weapons will provide the Defence Force with 

a combat proven rifle that has been tested in the most challenging of 

environments. The Special Forces have also chosen this rifle as a 

suitable replacement. The first rifles will be introduced into service in 

2016 with deliveries completed in 2017. 

The Ministry is continuing its significant change programme while 

continuing to manage a high tempo across the work it does for 

New Zealand and to support our defence force personnel. As we move 

into 2016/17, this is with increasing confidence that we are effectively 

supporting the people and have the expertise to deliver continued 

improvement in future.  

 

Helene Quilter 

Secretary of Defence 
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MEASURING DEFENCE OUTCOMES: ASSESSING CURRENT SECURITY 
AND LIKELY CHANGES 

The Ministry contributes to two high-level outcomes:  

 New Zealand is secure 

 New Zealand’s efforts enhance the security of other nations. 

The Ministry constantly monitors the security environment. A summary of developments is provided below. 

HOW DOES THE MINISTRY CONTRIBUTE TO THE ACHIEVEMENT OF THESE OUTCOMES? 

The Ministry contributes to the primary outcomes in three ways: 

1. it provides the government with policy advice concerning defence and security issues, including the 

security environment, the military capabilities of the Defence Force, the deployment of military forces 

and the conduct of international defence relations 

2. it undertakes the acquisition of major platforms and items of military equipment for use by the 

New Zealand Defence Force in undertaking defence and security tasks 

3. it undertakes evaluations, audits and assessments of the Defence Force and the acquisition function of 

the Ministry to examine and help improve their efficiency and effectiveness. 

ASSESSING THE STATE OF THE SECURITY ENVIRONMENT 

In an increasingly interconnected, uncertain and unstable world, assessing the state of a security 

environment requires complex judgements. The Ministry has assessed the security environment during the 

period covered by this annual report as part of developing the Defence White Paper 2016. The assessment 

of the security environment in the Defence White Paper 2016 updates and builds upon the judgements in the 

Defence Assessment 2014. 

Below are the Ministry’s high-level assessments of the security environment for five geographical areas of 

interest. The assessment considers two aspects of security: 

 the current security outlook – the likelihood that security will be compromised by use of destruction or 

deadly force, or hostile incursion. This is assessed according to the set of classifications: Very Low, Low, 

Moderate, Mixed, High and Conflict. 

 the apparent direction of change – whether the analysis suggests that the security environment is getting 

better or worse. This is assessed according to the classifications: Improving, Stable, Deteriorating and 

Unclear. 
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In 2016 the Ministry produced the Defence White Paper 2016 in collaboration with the Defence Force and 

other key government agencies. The White Paper describes the international strategic environment, the 

Government’s defence policy objectives, and how the Defence Force will be structured and equipped to 

deliver on these objectives out to 2030 and beyond.
2
 

The Defence White Paper 2016 built upon the Defence Midpoint Rebalancing Review in 2013 and the formal 

assessment of the international strategic environment completed in 2014 (the Defence Assessment). The 

Defence Assessment identified major changes in the strategic environment out to 2040 since the publication 

of the Defence White Paper 2010.  

The Defence White Paper 2016 finds that, although New Zealand does not face a direct military threat in the 

foreseeable future, its ability to protect and advance its security interests is becoming increasingly 

challenging as the strategic environment evolves, sometimes rapidly. 

These challenges include maintaining an awareness of and an ability to respond to activities in 

New Zealand’s Exclusive Economic Zone; supporting New Zealand’s presence in Antarctica and the 

Southern Ocean; protecting against increasing cyber threats to Defence Force networks and the space-

based infrastructure required to undertake defence activities safely and effectively; and rising pressure on 

the rules-based international order. 

The Defence White Paper 2016 indicates that the Government will maintain the Defence Force’s existing mix 

of capabilities and invest in a range of new or enhanced capabilities to respond to these challenges. Further 

details on the Government’s updated mix of capabilities will be included in the next Defence Capability Plan, 

to be released in 2016. 

During 2015/16 the Ministry also worked closely with the wider security sector and, on occasion, regulatory 

agencies to develop defence policy and contribute to policy development across government. In areas such 

as cyber, space and maritime security, the Ministry has worked to ensure that defence policy supports wider 

government objectives and that the efforts of other agencies benefit from the expertise and information held 

in Defence. 

  

                                                      
2
 The Defence White Paper 2016, and an accompanying report summarising views received on Defence issues from the 

public consultation process, is available on the Ministry’s website: http://defence.govt.nz/defence-white-paper-2016.html.  
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show its commitment to the ADMM-Plus when it agreed to take up a co-chair role with the Philippines for the 

new Experts’ Working Group on Cyber Security. 

The Ministry continued to lead the programme of bilateral defence consultations with a wide range of partner 

countries. Through such engagement, New Zealand is able to increase its understanding of the international 

strategic environment and allows it to convey its views on international security matters. Of note is the 

enhanced relationship with Fiji as a result of defence re-engagement.   
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In addition the Division has delivered a Hazardous Substances Audit for the Defence Force and continues to 

develop relationships with partner governments to identify ways to prevent, or detect and respond to defence 

sector fraud and corruption. 

To support understanding of the New Zealand defence and security systems, the Ministry coordinated work 

to support Transparency International's 2015 Government Defence Anti-Corruption Index, which was 

published at the end of 2015. This index measures the degree of corruption risk in government defence and 

security establishments. It draws material from a wide variety of sources and interviewees across 76 

indicators to provide a detailed assessment of the integrity of national defence institutions, and awarded a 

score for each country from A to F.  

The 2015 Index incorporated New Zealand for the first time. New Zealand's defence and security institutions 

received the highest overall score across 130 countries and were awarded a score of A, which indicates a 

Very Low risk of corruption. The only other country to be awarded an A is the United Kingdom. 
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 grow the Ministry’s capacity to undertake a more detailed exploration of capability options at an earlier 

stage in the process, as a result of appointments to new positions within the areas of capability 

development and acquisition 

 develop and begin to implement systems and organisational structures that will support a more integrated 

approach with the Defence Force in the operation of project teams, project oversight and assurance, and 

portfolio management  

 initiate a framework that will enhance the ability to articulate the policy implications of different investment 

options 

 develop a robust and consistent approach to capturing whole-of-life costs for projects at each stage in the 

capability life cycle. 
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CONTRIBUTING TO A SUSTAINABLE, RESILIENT DEFENCE AND SECURITY SECTOR 
WORKFORCE 

The Ministry works as part of a wider defence and security sector to ensure it has the workforce needed to 

make the sector function optimally. 

The Ministry is committed to offering its people the 

best opportunities and, increasingly, to being able to 

offer people a career in the external security sector. 

Since 2014, the Ministry’s human resource and 

people services have been provided by the 

intelligence community. This has helped the Ministry 

to participate in work across the sector to move 

toward common approaches to recruitment, talent 

management and leadership development. 

The Ministry offers development opportunities 

through the public service’s Leadership Development 

Centre and the State Services Commission’s talent 

management programme. It is working with partner 

agencies to offer broader career experiences. 

Staff rated development as a significant strength in 

the Ministry of Defence’s 2015 staff engagement 

survey, and investing in this remains a priority for the Leadership Team. To increase diversity and address 

disparities in gender pay, the Ministry has also added policies in 2015/16 that provide workplace flexibility for 

staff and support them to stay engaged through a longer career.  

The Ministry’s work to establish a larger, professionalised acquisition workforce during 2015/16 has 

broadened the range of career opportunities it can offer. Staff can work across roles that deliver policy 

advice and long-range strategic advice, carry out formal assessments and evaluations, conduct international 

defence relationships, take military procurement intentions from strategy through to approved business 

cases, and undertake complex military procurements. 

  

Over  

2014–2018 
this work will involve the Ministry 
working as part of a wider defence 
and security sector to develop 
people and talent. 
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The Ministry monitors its equal employment 

indicators to ensure employees are treated 

equitably. Relevant metrics are reported to the 

State Services Commission each year. 

QUALITY ASSURANCE 

The Ministry applied quality assurance processes 

to all outputs to maintain professional standards 

and quality of work. These processes included: 

the provision of appropriate training and skills 

programmes and career development 

opportunities; annual evaluations and reviews of 

staff performance; and managerial oversight. 

International Standards Organisation (ISO) 9001 

accreditation has been maintained in the 

Acquisition Division. The Ministry maintains the 

financial management systems necessary to 

ensure that classes of outputs are delivered within 

the approved appropriation and in compliance 

with the provisions of the Public Finance Act 

1989. Regular monitoring and reporting of 

expenditure against output forecasts was 

undertaken. Systems are in place to ensure 

working capital is managed at an optimum level 

and foreign currency exposure is minimised. 
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PART 3: STATEMENT OF 
RESPONSIBILITY AND AUDIT 
REPORT 

STATEMENT OF RESPONSIBILITY 

I am responsible, as Chief Executive of the Ministry of Defence (the Ministry), for: 

 the preparation of the Ministry’s financial statements, and statements of expenses and capital 

expenditure, and for the judgements expressed in them 

 having in place a system of internal control designed to provide reasonable assurance as to the integrity 

and reliability of financial reporting 

 ensuring that end-of-year performance information on each appropriation administered by the Ministry is 

provided in accordance with sections 19A to 19C of the Public Finance Act 1989, whether or not that 

information is included in this annual report and 

 the accuracy of any end-of-year performance information prepared by the Ministry, whether or not that 

information is included in the annual report. 

In my opinion: 

 the financial statements fairly reflect the financial position of the Ministry as at 30 June 2016 and its 

operations for the year ended on that date and 

 the forecast financial statements fairly reflect the forecast financial position of the Ministry as at 30 June 

2017 and its operations for the year ending on that date. 

Signed by: 

 

 

 

 

Helene Quilter 

Secretary of Defence 

2 September 2016 

Countersigned by 

 

 

 

 

Bryan Westbury 

Deputy Secretary (Finance) and  

Chief Financial Officer 

2 September  2016 
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INDEPENDENT AUDITOR’S REPORT 

TO THE READERS OF  
THE MINISTRY OF DEFENCE’S ANNUAL REPORT  
FOR THE YEAR ENDED 30 JUNE 2016 

 

The Auditor-General is the auditor of Ministry of Defence (the Ministry). The Auditor-General has appointed 

me, Karen Young, using the staff and resources of Audit New Zealand, to carry out the audit on her behalf 

of: 

 the financial statements of the Ministry on pages 59 to 76, that comprise the statement of financial 

position, statement of commitments, statement of contingent liabilities and contingent assets as at 

30 June 2016, the statement of comprehensive revenue and expense, statement of changes in equity, 

and statement of cash flows for the year ended on that date and the notes to the financial statements that 

include accounting policies and other explanatory information; 

 the performance information prepared by the Ministry for the year ended 30 June 2016 on pages 10 to 24 

and 28 to 52; and 

 the statements of expenses and capital expenditure of the Ministry for the year ended 30 June 2016 on 

pages 57 and 58; and 

 the schedules of non-departmental activities which are managed by the Ministry on behalf of the Crown 

on pages 77 to 90 that comprise: 

o the schedules of assets, liabilities, capital commitments, contingent liabilities and assets as at 

30 June 2016;  

o the schedules of revenue, expenses, capital receipts and capital expenditure for the year ended 

30 June 2016; and 

o the notes to the schedules that include accounting policies and other explanatory information. 

OPINION 

In our opinion: 

 the financial statements of the Ministry: 

o present fairly, in all material respects: 

- its financial position as at 30 June 2016; and 

- its financial performance and cash flows for the year ended on that date;  

o comply with generally accepted accounting practice in New Zealand and have been prepared in 

accordance with Public Benefit Entity Reporting Standards. 

 the performance information of the Ministry: 

o presents fairly, in all material respects, for the year ended 30 June 2016: 

- what has been achieved with the appropriation; and 

- the actual expenses or capital expenditure incurred compared with the appropriated or forecast 

expenses or capital expenditure. 

o complies with generally accepted accounting practice in New Zealand. 
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 the statements of expenses and capital expenditure of the Ministry on pages 57 to 58 are presented fairly, 

in all material respects, in accordance with the requirements of section 45A of the Public Finance Act 

1989. 

 the schedules of non-departmental activities which are managed by the Ministry on behalf of the Crown 

on pages 77 to 90 present fairly, in all material respects, in accordance with the Treasury Instructions: 

o the schedules of assets, liabilities, capital commitments, contingent liabilities and assets as at 

30 June 2016;  

o the schedules of revenue, expenses, capital receipts and capital expenditure for the year ended 

30 June 2016;  

Our audit was completed on 2 September 2016. This is the date at which our opinion is expressed. 

The basis of our opinion is explained below. In addition, we outline the responsibilities of the Secretary of 

Defence and our responsibilities, and we explain our independence. 

BASIS OF OPINION 

We carried out our audit in accordance with the Auditor-General’s Auditing Standards, which incorporate the 

International Standards on Auditing (New Zealand). Those standards require that we comply with ethical 

requirements and plan and carry out our audit to obtain reasonable assurance about whether the information 

we audited is free from material misstatement.  

Material misstatements are differences or omissions of amounts and disclosures that, in our judgement, are 

likely to influence readers’ overall understanding of the information we audited. If we had found material 

misstatements that were not corrected, we would have referred to them in our opinion. 

An audit involves carrying out procedures to obtain audit evidence about the amounts and disclosures in the 

information we audited. The procedures selected depend on our judgement, including our assessment of 

risks of material misstatement of the information we audited, whether due to fraud or error. In making those 

risk assessments, we consider internal control relevant to the Ministry’s preparation of the information we 

audited in order to design audit procedures that are appropriate in the circumstances, but not for the purpose 

of expressing an opinion on the effectiveness of the Ministry’s internal control. 

An audit also involves evaluating: 

 the appropriateness of accounting policies used and whether they have been consistently applied; 

 the reasonableness of the significant accounting estimates and judgements made by the Secretary of 

Defence; 

 the appropriateness of the reported performance information within the Ministry’s framework for reporting 

performance; 

 the adequacy of the disclosures in the information we audited; and 

 the overall presentation of the information we audited. 

We did not examine every transaction, nor do we guarantee complete accuracy of the information we 

audited. Also, we did not evaluate the security and controls over the electronic publication of the information 

we audited. 

We believe we have obtained sufficient and appropriate audit evidence to provide a basis for our audit 

opinion. 
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RESPONSIBILITIES OF THE SECRETARY OF DEFENCE 

The Secretary of Defence is responsible for preparing: 

 financial statements that present fairly the Ministry’s financial position, financial performance, and its cash 

flows, and that comply with generally accepted accounting practice in New Zealand. 

 performance information that presents fairly what has been achieved with each appropriation, the 

expenditure incurred as compared with the appropriated or forecasted expenses or capital expenditure, 

and that complies with generally accepted accounting practice in New Zealand. 

 statements of expenses and capital expenditure of the Ministry, that are presented fairly, in accordance 

with the requirements of the Public Finance Act 1989. 

 schedules of non departmental activities, in accordance with the Treasury Instructions, that present fairly 

those activities managed by the Ministry on behalf of the Crown. 

The Secretary of Defence’s responsibilities arise from the Public Finance Act 1989. 

The Secretary of Defence is responsible for such internal control as is determined is necessary to ensure 

that the annual report is free from material misstatement, whether due to fraud or error. The Secretary of 

Defence is also responsible for the publication of the annual report, whether in printed or electronic form. 

RESPONSIBILITIES OF THE AUDITOR 

We are responsible for expressing an independent opinion on the information we are required to audit, and 

reporting that opinion to you based on our audit. Our responsibility arises from the Public Audit Act 2001. 

INDEPENDENCE 

When carrying out the audit, we followed the independence requirements of the Auditor-General, which 

incorporate the independence requirements of the External Reporting Board. 

In addition to the audit we have carried out a project administration assurance review, which is compatible 

with those independence requirements. Other than the audit and the assurance review, we have have no 

relationship with, or interests in, the Ministry. 

 

 

 

Karen Young 

Audit New Zealand 

On behalf of the Auditor-General 

Wellington, New Zealand 
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NOTES TO THE FINANCIAL STATEMENTS 

NOTE 1: STATEMENT OF ACCOUNTING POLICIES 

REPORTING ENTITY 

The Ministry of Defence (the Ministry) is a government department as defined by section 2 of the Public 

Finance Act 1989 and is domiciled in New Zealand. 

In addition, the Ministry has reported on Crown activities which it administers. 

The primary objective of the Ministry is to provide services to the public rather than making a financial return. 

Accordingly, the Ministry has designated itself as a public benefit entity (PBE) for financial reporting 

purposes. 

The financial statements of the Ministry are for the year ended 30 June 2016 and were approved for issue by 

the Chief Executive of the Ministry on 2 September 2016. 

BASIS OF PREPARATION 

Statement of compliance 

The financial statements of the Ministry have been prepared in accordance with the requirements of the 

Public Finance Act 1989, which includes the requirement to comply with New Zealand generally accepted 

accounting practice (NZ GAAP) and Treasury Instructions. 

These financial statements have been prepared in accordance with Tier 2 PBE accounting standards. The 

Ministry is eligible for Tier 2 reporting as its expenses are less than $30 million and does not have publicly 

traded debt.  

These financial statements comply with PBE accounting standards. 

Forecast financial statements have been prepared in accordance with PBE accounting standards, as 

described in the Forecast section below. The forecast financial statements have not been audited. 

MEASUREMENT BASE 

The financial statements have been prepared on a historical cost basis, modified by the revaluation of 

derivative financial instruments to fair value. 

Functional and presentation currency 

The financial statements are presented in New Zealand dollars and all values are rounded to the nearest 

thousand dollars ($000). The functional currency of the Ministry is New Zealand dollars. 

Changes in accounting policies 

There have been no changes in accounting policies during the financial year.  

Budget figures 

The budget figures (“Main estimates”) are those included in the Information Supporting the Estimates of 

Appropriations for the Government of New Zealand for the year ending 30 June 2016, which are consistent 

with the financial information in the Main Estimates.  

In addition, the financial statements also present the updated budget information from the Supplementary 

Estimates (“Supp estimates”).  
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The budget figures have been prepared in accordance with NZ GAAP, using accounting policies that are 

consistent with those adopted in preparing these financial statements. 

Forecast  

The Ministry is required by the Public Finance Act to present forecast financial statements for the financial 

year following the financial year to which the Annual Report relates. The forecast financial statements 

(“Forecast”) are prepared in accordance with PBE FRS 42 Prospective Financial Statements. 

The 2017 forecast financial statements are based on the Ministry’s budget for 2016/17 as approved in the 

Estimates of Appropriations for 2016/17. 

The significant assumptions underlying the forecast financial statements are: 

 the functions performed and the appropriations administered by the Ministry will not change over the 

forecast period 

 the Ministry will not receive any additional funding beyond that voted in the Estimates of Appropriations 

during the forecast period.  

The forecast financial statements were authorised for issue by the Chief Executive of the Ministry on 26 May 

2016. 

Actual financial results for the forecast period are likely to vary, and may be materially different, from the 

forecasts presented.  

The 2016 forecast financial statements were reported in the Ministry’s 2015 Annual Report and were 

prepared on the basis presented in that Annual Report. 

The forecast financial statements have not been audited. 

SIGNIFICANT ACCOUNTING POLICIES 

Revenue 

Revenue is measured at the fair value of consideration received or receivable. 

Revenue Crown 

The Ministry’s funding entitlement is established by Parliament when it passes the Appropriation Acts for the 

financial year. Revenue from the Crown is classified as non-exchange revenue and is recognised to the level 

that the funding entitlement is drawn down from Treasury.  

There are no conditions attached to the funding from the Crown beyond the requirement that the Ministry 

may only incur expenses within the scope and limits of its appropriations. 

Other Revenue 

Costs incurred by the Ministry in the pre-acquisition stages of acquisition projects are recovered from the 

New Zealand Defence Force. This is classified as an exchange transaction. 

Capital charge 

The capital charge is recognised as an expense in the period to which the charge relates. 
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Foreign currency transactions 

Foreign currency transactions (including those for which forward foreign exchange contracts are held) are 

translated into New Zealand dollars using the exchange rates prevailing at the dates of the transactions. 

Foreign exchange gains and losses resulting from the settlement of such transactions and from the 

translation at year end exchange rates of monetary assets and liabilities denominated in foreign currencies 

are recognised in the surplus or deficit. 

Operating leases 

An operating lease is a lease that does not transfer substantially all the risks and rewards incidental to 

ownership of an asset. Lease payments under an operating lease are recognised as an expense on a 

straight-line basis over the lease term. 

Financial instruments 

Financial assets and financial liabilities are initially measured at fair value plus transaction costs unless they 

are carried at fair value through surplus or deficit in which case the transaction costs are recognised in the 

surplus or deficit. 

Cash and cash equivalents 

Cash and cash equivalents includes cash on hand, deposits held at call with banks, and other short-term 

highly liquid investments with original maturities of three months or less. 

Debtors and other receivables 

Debtors and other receivables are initially measured at their face value, less any provision for impairment. 

Impairment of a receivable is established when there is objective evidence that the Ministry will not be able 

to collect amounts due according to the original terms of the receivable. Significant financial difficulties of the 

debtor, probability that the debtor will enter into bankruptcy, receivership or liquidation, and default in 

payments are considered indicators that the debtor is impaired. The amount of the impairment is the 

difference between the asset's carrying amount and the present value of estimated future cash flows, 

discounted using the original effective interest rate. The carrying amount of the asset is reduced through the 

use of a provision for impairment account, and the amount of the loss is recognised in the surplus or deficit. 

Overdue receivables that are renegotiated are reclassified as current (that is, not past due). 

Property, plant and equipment 

Property, plant and equipment consists of leasehold improvements, furniture and office equipment. 

Property, plant and equipment is measured at cost, less accumulated depreciation and impairment losses. 

Individual assets, or groups of assets, are capitalised if their cost is greater than $5,000. The value of an 

individual asset that is less than $5,000 and is part of a group of similar assets is capitalised. 

Additions  

The cost of an item of property, plant and equipment is recognised as an asset if, and only if, it is probable 

that future economic benefits or service potential associated with the item will flow to the Ministry and the 

cost of the item can be measured reliably. 

Work in progress is recognised at cost less impairment and is not depreciated. 

In most instances, an item of property, plant and equipment is recognised at its cost. Where an asset is 

acquired at no cost, or for a nominal cost, it is recognised at fair value as at the date of acquisition. 
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Disposals  

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount of the 

asset. Gains and losses on disposals are included in the statement of financial performance.  

Subsequent costs 

Costs incurred subsequent to initial acquisition are capitalised only when it is probable that future economic 

benefits or service potential associated with the item will flow to the Ministry and the cost of the item can be 

measured reliably. 

Depreciation 

Depreciation is provided on a straight-line basis on all property, plant and equipment at rates that will write 

off the cost of the assets to their estimated residual values over their useful lives. The useful lives and 

associated depreciation rates of major classes of assets have been estimated as follows: 

Leasehold improvements  5-18 years 

Furniture    3-10 years 

Office equipment   5-10 years 

Computer equipment   3-5 years 

Leasehold improvements are depreciated over the unexpired period of the lease or the estimated remaining 

useful lives of the improvements, whichever is the shorter. 

The residual value and useful life of an asset is reviewed, and adjusted if applicable, at each financial year-

end. 

Intangible assets 

Additions 

Acquired computer software licenses are capitalised on the basis of the costs incurred to acquire and bring 

to use the specific software. 

Staff training costs are recognised as an expense when incurred. 

Costs associated with maintaining computer software are recognised as an expense when incurred. 

Amortisation 

The carrying value of an intangible asset with a finite life is amortised on a straight-line basis over its useful 

life. Amortisation begins when the asset is available for use and ceases at the date that the asset is 

derecognised. The amortisation charge for each period is recognised in the surplus or deficit. 

The useful lives and associated amortisation rates of major classes of intangible assets have been estimated 

as follows: 

 Acquired computer software 3-5 years 

Impairment of property, plant and equipment and intangible assets 

Intangible assets that have an indefinite useful life, or are not yet available for use, are tested annually for 

impairment. 

Property, plant and equipment and intangible assets that have a finite useful life are reviewed for impairment 

whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. An 
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impairment loss is recognised for the amount by which the asset's carrying amount exceeds its recoverable 

amount. The recoverable amount is the higher of an asset's fair value less costs to sell and value in use. 

Value in use is depreciated replacement cost for an asset where the future economic benefits or service 

potential of the asset are not primarily dependent on the asset's ability to generate net cash inflows and 

where the Ministry would, if deprived of the asset, replace its remaining future economic benefits or service 

potential. 

If an asset's carrying amount exceeds its recoverable amount, the asset is impaired and the carrying amount 

is written down to the recoverable amount.  

Any impairment loss is recognised in the surplus or deficit. The reversal of an impairment loss is recognised 

in the surplus or deficit. 

Creditors and other payables 

Short-term creditors and other payables are recorded at their face value. 

Employee entitlements  

Short-term employee entitlements 

Entitlements expected to be settled within twelve months of balance date are measured at nominal values 

based on accrued entitlements at current rates of pay. These include salaries and wages accrued up to 

balance date, annual leave earned but not yet taken at balance date, retiring and long service leave 

entitlements expected to be settled within twelve months, and sick leave. 

A liability is recognised to the extent that absences in the coming year are expected to be greater than the 

sick leave entitlements earned in the coming year. The amount is calculated based on the unused sick leave 

entitlement that can be carried forward at balance date, to the extent that it will be used by staff to cover 

those future absences. 

Long-term employee entitlements 

Employee entitlements that are due to be settled beyond twelve months after the end of the reporting period 

in which the employee renders the related service, such as long service leave and retiring leave, are 

calculated on an actuarial basis. The calculations are based on: 

 likely future entitlements accruing to staff, based on years of service, years to entitlement, contractual 

entitlement information and the likelihood that staff will reach the point of entitlement 

 the present value of the estimated future cash flows. 

Expected future payments are discounted using market yields on government bonds at balance date with 

terms to maturity that match, as closely as possible, the estimated future cash outflows for entitlements. The 

inflation factor is based on the expected long-term increase in remuneration for employees. 

Presentation of employee entitlements 

Sick leave, annual leave, vested long service leave, and non-vested long service leave and retirement 

gratuities expected to be settled within twelve months of balance date are classified as a current liability. All 

other employee entitlements are classified as a non-current liability. 
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Superannuation schemes 

Obligations for contributions to the State Sector Retirement Savings Scheme, Kiwisaver and the Government 

Superannuation Fund are accounted for as defined contribution schemes and are recognised as an expense 

in the surplus or deficit as incurred. 

Provisions 

A provision is recognised for future expenditure of uncertain amount or timing when there is a present 

obligation (either legal or constructive) as a result of a past event, it is probable that an outflow of future 

economic benefits will be required to settle the obligation and a reliable estimate can be made of the amount 

of the obligation. Provisions are not recognised for future operating losses. 

Provisions are measured at the present value of the expenditures expected to be required to settle the 

obligation using a pre-tax discount rate that reflects current market assessments of the time value of money 

and the risks specific to the obligation. The increase in the provision due to the passage of time is 

recognised as a finance cost. 

Equity 

Equity is the Crown's investment in the Ministry and is measured as the difference between total assets and 

total liabilities. Equity is disaggregated and classified as taxpayers’ funds. 

Goods and Services Tax (GST) 

All items in the financial statements, including appropriation statements, are stated exclusive of goods and 

services tax (GST), except for receivables and payables, which are stated on a GST inclusive basis. Where 

GST is not recoverable as input tax, then it is recognised as part of the related asset or expense. 

The net amount of GST recoverable from, or payable to, the Inland Revenue Department (IRD) is included 

as part of receivables or payables in the statement of financial position. 

The net GST paid or received from the IRD, including the GST relating to investing and financing activities, is 

classified as an operating cash flow in the statement of cash flows. 

Commitments and contingencies are disclosed exclusive of GST. 

Income tax 

Government departments are exempt from income tax as public authorities. Accordingly, no charge for 

income tax has been provided for. 

Statement of cost accounting policies 

The Ministry has determined the cost of outputs using the cost allocation system outlined below:  

 Criteria for direct and indirect costs 

o "Direct costs" are those costs directly attributed to an output.  

o “Indirect costs” are those costs that cannot be identified in an economically feasible manner with a 

specific output. 

 Direct costs assigned to outputs 

o Direct costs are assigned to outputs by charging payments to specific job numbers. Selection of a 

“general cost” job number within an output class will treat the expense as a direct cost to the output 

class even though a specific job within the output class has not been identified. 
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o For the year ended 30 June 2016, direct costs accounted for 73% of the Ministry's costs (30 June 

2015 – 66%). 

 Basis for assigning indirect and corporate costs to outputs 

o Indirect costs are assigned to outputs by charging payments to a corporate job number. The 

accounting system is programmed to allocate corporate job costs to the three output classes on a 

predetermined percentage for each expense item. The percentage number is an assessment of 

services to be provided to each output class in the ensuing year. The percentage numbers remain 

constant for the financial year. 

o For the year ended 30 June 2016, indirect costs accounted for 27% of the Ministry's costs (30 June 

2015 – 34%). 

There have been no changes in cost accounting policies since the date of the last audited financial 

statements. 

CRITICAL ACCOUNTING ESTIMATES AND ASSUMPTIONS 

In preparing these financial statements, estimates and assumptions have been made concerning the future. 

These estimates and assumptions may differ from the subsequent actual results. Estimates and assumptions 

are continually evaluated and are based on historical experience and other factors, including expectations of 

future events that are believed to be reasonable under the circumstances. There are no estimates or 

assumptions that are considered to have a significant risk of causing a material adjustment to the carrying 

amounts of assets and liabilities within the next financial year. 

CRITICAL JUDGEMENTS IN APPLYING THE MINISTRY'S ACCOUNTING POLICIES 

Management has not exercised any critical judgements in applying the Ministry's accounting policies for the 

year ended 30 June 2016. 

EVENTS AFTER BALANCE DATE 

There have been no significant events after balance date. 
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NOTE 15: EXPLANATION OF MAJOR VARIANCES AGAINST BUDGET 

The major variances from Actuals to the Main and Supplementary Estimates are as follows: 

Revenue Crown 

Revenue Crown decreased during the year as some of the costs relating to the implementation of the 

Enhancements to Defence Capability Development and Acquisition initiative were deferred to 2016/17 along 

with the related funding. 

Other revenue 

The Forecast and both Estimates included the budgeted costs of the pre-acquisition stages of three 

acquisition projects as approved by Cabinet. Actual costs were lower than the Supplementary Estimates as 

cost assumptions from the original budgets did not eventuate. 

Personnel expenses 

Personnel expenses are lower than Forecast and both Estimates due to delays in recruiting staff to fill 

vacancies.  

Operating expenses 

The increase in operating expenses from the Main to Supplementary Estimates reflects the utilisation of the 

above personnel variance to fund increased international defence relations activity and other Ministry 

priorities. The subsequent decrease in Actual costs reflects the reduced pre-acquisition costs as described 

above. 

Cashflow 

Variances in cashflows largely reflect the above reasons. Further variances arise from the timing of payment 

following invoicing as reflected by variances in the debtors and creditors balances. 
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NOTES TO THE NON-DEPARTMENTAL SCHEDULES 

NOTE 1: STATEMENT OF ACCOUNTING POLICIES  

Reporting entity 

These non-departmental statements and schedules present financial information on public funds managed 

by the Ministry on behalf of the Crown. 

These non-departmental balances are consolidated into the Financial Statements of the Government for the 

year ended 30 June 2016. For a full understanding of the Crown’s financial position, results of operations 

and cash flows for the year, reference should also be made to the Financial Statements of the Government. 

Basis of preparation 

The non-departmental statements and schedules have been prepared in accordance with the accounting 

policies of the Financial Statements of the Government, Treasury Instructions, and Treasury Circulars. 

Measurement and recognition rules applied in the preparation of these non-departmental statements and 

schedules are consistent with New Zealand generally accepted accounting practice (Tier 1 Public Sector 

Public Benefit Entity Accounting Standards) as appropriate for public benefit entities. 

Changes in accounting policies 

These non-departmental statements and schedules are the first prepared in accordance with the new PBE 

accounting standards. Apart from some changes in terminology, there were no differences on transition from 

the NZ IFRS previously used to the PBE accounting standards. 

Budget figures 

The budget figures (“Main estimates”) are those included in the Information Supporting the Estimates of 

Appropriations for the Government of New Zealand for the year ending 30 June 2015, which are consistent 

with the financial information in the Main Estimates.  

In addition, the financial schedules and statements also present the updated budget information from the 

Supplementary Estimates (“Supp estimates”). Where applicable, this includes transfers made under 

section 26A of the Public Finance Act 1989.  

The budget figures have been prepared in accordance with NZ GAAP, using accounting policies that are 

consistent with those adopted in preparing these financial statements. 

Significant Accounting Policies 

Revenue 

Interest income is recognised using the effective interest method. 

Foreign currency transactions 

Foreign currency transactions (including those for which forward foreign exchange contracts are held) are 

translated into New Zealand dollars using the exchange rates prevailing at the dates of the transactions. 

Foreign exchange gains and losses resulting from the settlement of such transactions and from the 

translation at year end exchange rates of monetary assets and liabilities denominated in foreign currencies 

are recognised in the schedule of non-departmental income or expenses. 
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Goods and Services Tax 

All items in the financial statements, including appropriation statements, are stated exclusive of goods and 

services tax (GST), except for receivables and payables, which are stated on a GST inclusive basis. In 

accordance with Treasury instructions, GST is returned on revenue received on behalf of the Crown, where 

applicable. However, an input tax deduction is not claimed on non-departmental expenditure. Instead, the 

amount of GST applicable to non-departmental expenditure is recognised as a separate expense and 

eliminated against GST revenue on consolidation of the Financial Statements of the Government. 

Receivables from exchange transactions 

Short-term debtors and other receivables are recorded at their face value, less any provision for impairment. 

Impairment of a receivable is established when there is objective evidence that the Ministry will not be able 

to collect amounts due according to the original terms of the receivable. Significant financial difficulties of the 

debtor, probability that the debtor will enter into bankruptcy, receivership or liquidation, and default in 

payments are considered indicators that the debtor is impaired. The amount of the impairment is the 

difference between the asset’s carrying amount and the present value of estimated future cash flows, 

discounted using the original effective interest rate. The carrying amount of the asset is reduced through the 

use of a provision for impairment account, and the amount of the loss is recognised in the schedule of non-

departmental expenses. Overdue receivables that are renegotiated are reclassified as current (that is, not 

past due). 

Derivative financial instruments 

The Ministry uses derivative financial instruments to hedge its exposure to foreign exchange movements. In 

accordance with its Foreign Exchange Management policy, the Ministry does not hold or issue derivative 

financial instruments for trading purposes. The Ministry has not adopted hedge accounting. 

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are 

subsequently re-measured at their fair value at each balance date. Movements in the fair value of derivative 

financial instruments are recognised in the schedule of non-departmental income or schedule of non-

departmental expenses. 

The full fair value of a foreign exchange derivative is classified as current if the contract is due for settlement 

within 12 months of balance date. Otherwise, foreign exchange derivatives are classified as non-current. 

Commitments 

Expenses yet to be incurred on non-cancellable contracts that have been entered into on or before balance 

date are disclosed as commitments to the extent that there are equally unperformed obligations. 

Cancellable commitments that have penalty or exit costs explicit in the agreement on exercising that option 

to cancel are included in the statement of commitments at the value of that penalty or exit cost. 

Comparative information 

Comparatives have been restated where necessary to maintain consistency with current year amounts. 
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There were no transfers between the different levels of the fair value hierarchy. 

Financial instrument risks 

The Ministry’s activities expose it to a variety of financial instrument risks, including market risk, credit risk 

and liquidity risk. The Ministry has a series of policies to manage the risks associated with financial 

instruments and seeks to minimise exposure from financial instruments. These policies do not allow any 

transactions that are speculative in nature to be entered into. 

Market risk 

Currency risk 

Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because 

of changes in foreign exchange rates. 

The Ministry purchases capital equipment internationally and is exposed to currency risk arising from various 

currency exposures, primarily with respect to the United States, Canadian and Australian dollars, British 

pounds and Euro. Currency risk arises from future capital purchases and recognised liabilities, which are 

denominated in a foreign currency. 

The Ministry's Foreign Exchange Management Policy requires the Ministry to manage currency risk arising 

from future transactions and recognised liabilities by entering into foreign exchange forward contracts to 

hedge the entire foreign currency risk exposure. The Ministry's policy has been approved by the Treasury 

and is in accordance with the requirements of the Treasury Guidelines for the Management of Crown and 

Departmental Foreign Exchange Exposure. 

Interest rate risk 

Interest rate risk is the risk that the fair value of a financial instrument will fluctuate, or the cash flows from a 

financial instrument will fluctuate, due to changes in market interest rates. 

The Ministry has no exposure to interest rate risk because it has no interest-bearing financial instruments. 

Credit risk 

Credit risk is the risk that a third party will default on its obligation to the Ministry, causing the Ministry to incur 

a loss. In the normal course of its business, credit risk arises from debtors, deposits with banks and 

derivative financial instrument assets. 

The Ministry is only permitted to deposit funds and enter into foreign exchange forward contracts with 

approved counterparties. These entities have high credit ratings. For its other financial instruments, the 

Ministry does not have significant concentrations of credit risk.  

The Ministry's maximum credit exposure for each class of financial instrument is represented by the total 

carrying amount of cash and cash equivalents, net debtors (note 2), and derivative financial instrument 

assets. There is no collateral held as security against these financial instruments, including those 

instruments that are overdue or impaired. 

Liquidity risk 

Liquidity risk is the risk that the Ministry will encounter difficulty raising liquid funds to meet commitments as 

they fall due. 









 

 



 


